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All values in million U.S.$ Exchange rate as of report date 
unless otherwise indicated. U.S. $1.00 = Lire 581.50 
Cumula- t 
Item & date of most recent data shown 1970 1971 tive change 
1972 1 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 100, 107 108,191 8.1 
GNP at Constant (1963) Prices 76,480 77 she 1.4 
Per Capita GNP, Current Prices $1837 $1973 7.4 
Plant & Eqpt Invest at Const (1963) Prices 4,820 4 745 -1.6 
Indices: (monthly averages) 
Industrial Production (1966=100)(1/72) 2/ 127.2 123.9 125.2 1.3 
Avg. Labor Productivity (1966=100) 125.5 127.8 1.8 
Avg. Industrial Wage (1966=100) (2/72) 141.2 158.0 166.6 8.2 
National Income at Current Prices 81,125 88,115 8.6 
Employment ('000)(1/72) 18,955 18,893 18, 377 -1.8 
Avg. Unemployment Rate, as % lab. for.(1/72) 3. et 3.1% 3.% 
MONEY AND PRICES 
Money Supply year-end 53,496 63,465 18.6 
Public Debt Outstanding year-end 18,468 21, 320 15.4 
Domestic 7 16,670 19,468 16.8 
External ’ 1,798 1,852 3.0 
External Debt Service Ratio 0.7% 2.14, 
Interest Rate (Central Bank) (4/72) 5.% 4, 4 of 
Indices: (monthly averages) 
Retail Prices (1970=100) (2/72) 100.0 104.8 107.8 4.8 
Wholesale Price (19702100) (2/72) 100.0 103.4 105.3 2.8 


BALANCE OF PAYMENTS AND TRADE 
Net Reserves (Official reserves plus net 5,683.9 6,516.2 6,479.4 5.4 
foreign position of Banks) (2/72) 


Balance of Payments (1/72) +355.8 +783. 3 +84..6 

Balance of Trade (1/72) -1,895.2 -919.7 -186.8 

Exports, FOB (1/72) 14,194.1  16,094.1 1,311.1 17.7 
To U.S. 1,455.1 1,579.4 139.1 15.0 

Exports, CIF (1/72) 16,089. 3 17,013.8 1,497.9 13.4 
From U.S. 1,663.0 1,531.2 125.9 2.1 


Main Imports from U.S. (1971): Machinery and Equipment 60,886 M.T., $415.8; Chemicals 
711,479 M.T., $150.0; Aircraft and Parts 1,386 M.T., $134. 1; Oil Seed and Cakes 
1 ,029, Q17 M. .. : $132. ks; Feeds and Grains 1, 59h, 068 M.T., $118. 0; Coal 2,696,696 
M.T., $70.0; Paper Pulp, Paper, Paperboard and Manufactures 321, * 364 Nut.» $60. 2; 
i & Steel Products 276,140 M.T., $38.2; Copper & Copper Alloys 22,625 M.T., 
28.2. 


1/ Percent change full year 1971 over full year 1970; where 1972 data is indicated, 
comparison is with comparable 1971 period or 1971 average in case of indices. 


2/ Daily average, 


SOURCES: ISTAT, Italian Central Institute of Statistics, Bank of Italy, Ministry 
of the Treasury, 





Summary 


The Italian economy, after two years of stagnation,currently shows 
‘some signs that the situation may have turned the corner, However, 
many uncertainties remain and clearly it will take some months before 
it will become evident whether the pace of economic activity has 
resumed a sustained upward trend. 


The year 1971 was the poorest for the Italian economy since World War 
II in terms of real growth. At the same time, the rate of inflation 
was high by postwar standards. Increases in labor and other costs have 
curtailed profit margins, particularly those of smaller industrial 
enterprises, and caused particular difficulties for marginal enter- 
prises, Decisions to invest in new plant and equipment have been 
taken very cautiously. Industrial capacity is significantly under 
utilized. Employment has declined although the problem has been 

eae Te in certain sectors (particularly construction and tex- 
tiles). 


More positive elements include a major effort by the Government to 
expand spending on public works, housing, etc., the effects of which 
have not yet been sufficiently felt. Italian export performance has 
recently been strong. With an overall small devaluation of the lira 
resulting from the Smithsonian Agreement, and with price increases not 
out of line with those of its main trading partners, Italian products 
continue to be competitive. 


As the Italian economy revives and with increasing emphasis on improving 
productivity through new technology and on expanded availability of 
services, American export opportunities should increase. At the same 
time the U.S. will continue to face strong competition in the Italian 
market and thus potential American exporters must act with speed, 
imagination and adaptability. 








A. Current Economic Situation and Trends 


1. 1972 Prospects Improved 


After two years of virtual stagnation, many observers believe that the 
Italian economy should turn in a better performance in 1972, although 
still well short of potential. Reasonable estimates project a rate 

of increase in Gross National Product this year in the 3-4 percent 
range (real terms). 


Disposable income, buoyed by average wage increases during the past 
two years in excess of 10 percent per year, is high but consumers have 
delayed their spending in part because wage gains have been eroded by 
price increases and also because of various uncertainties, Similarly, 
firms have allowed their inventories to be drawn down and replenishment 
of stocks should also stimulate demand. 


Private productive investment should respond to the current easy 
monetary policy. Government capital investment in public works is 

being actively encouraged and efforts are being made to reduce admin- 
istrative delays and to accelerate procedures. Investment in new 

plant and equipment by the large public sector companies (IRI, ENI, etc.) 
as well as by the government-owned railroads and electricity authority 
will help offset the continuing sluggishness in private productive 
investment. 


However, the year to date has not given conclusive evidence that a 
recovery has begun. Political and labor uncertainties exist. Besides 
recent work stoppages in the transportation, fuels and related sectors, 
over 4 million workers are subject to wage contracts scheduled for 
renegotiation late in 1972. In addition, national elections for 
Parliament will be held on May 7-8 following which a new government 
cabinet will be formed. Thus, the current government headed by Prime 
Minister Andreotti is essentially of a caretaker character. Parliament 
has been adjourned. Thus, it has been impossible for some months to 
take major initiatives which require legislative approval and the 
effort to stimulate the economy has been limited to use in a more 
effective manner of existing fiscal and monetary tools and administra- 
tive means to impart an expansionary effect. 


One of the main positive aspects of the economic picture is Italy's 
balance of payments outlook. Despite two years of inflation coupled 
with stagnating industrial activity, the Italian economy entered 1972 





Note: All exchange rate conversions in this report have been made at 
the rate of $1.00 = 581.50 lire, the "central parity" exchange rate 
which has been in effect since the "Smithsonian Agreement" on currency 
realignment in December 1971. 





with its international competitive position intact and probably 
somewhat improved on a worldwide basis. This is due to two principal 
factors: (a) the Italian rate of inflation has not been substantially 
out-of-line with that of its major trade competitors, and (b) under 
the Smithsonian agreement the currencies of Italy's main competitor 
countries were revalued against the dollar by amounts greater than 
that of the lire, so that on a net overall weighted basis the lira 
underwent a small devaluation. This effective devaluation has been 
estimated at roughly 2 percent with respect to the currencies of the 
Group of Ten countries and 3.5 percent with respect to the countries 
of the European Community, weighted by Italy’s exports to these 
countries. 


However, this improvement in the relative position of the lira is by 
itself not likely to have a significant influence on Italy's foreign 
trade either in 1972 or beyond. Other factors will be important in 
this regard. Faster economic growth in Italy's principal markets will 
boost exports. At the same time, when the Italian economy moves out 
of its present state of stagnation, the import growth rate should also 
rise. 


Fiscal policy in particular has been looked to as a means to take up 
the slack in aggregate demand caused by weak private consumption and 
investment. However, the effects of this effort are not yet fully 
felt. 


Monetary authorities have lowered the discount rate three times since 
the beginning of 1971 when it stood at 54 percent, the last such 
change taking place on April 10, when it was placed at 4 percent. 
However, these and other monetary measures have not yet brought about 
as strong a decline in interest rates as may have been expected 
considering the amount of liquidity injected into the system over the 
last year and the dearth of loan demand. Still, the "prime rate" 

has come down gradually since the peak of 1970 and stands currently 
at about 7-7.5 percent. Although high interest rates have no doubt 
tended to discourage investment demand in 1971, they were probably 
not an overriding hindrance. The uncertain economic and political 
climate plus pure cyclical factors (such as in construction) were 
determining in causing the depressed state of investments last year. 
The main beneficiary of the easy monetary policy has been the bond 
market, the quotations of which rose by over 20 percent between July 
and December 1971. 


In January the Ministry of Budget and Economic Planning released a 
summary of what government analysts felt was within the potential for 
the Italian economy during the current year. This suggested the 
possibility of 4.5-5 percent real growth, but most observers now feel 








that this prediction tended to be high in view of the sluggish pace 
of the recovery through early spring and the natural tendency for 
business and consumers to delay major decisions until after the May 
elections. The planning report also suggested that industry, 
including construction, could rise 6 percent; agriculture 2 percent; 
government 2.5 percent, and services 5 percent. The industrial 
production index in February was up 1.3 percent from the 1971 average 
although down 0.6 percent from the level in February last year. 


Price increases have continued at a high rate and at the retail level 
there were signs of acceleration during the first two months of the 
year. During this period the wholesale price index was up 2.8 percent 
while the consumer index rose 5.0 percent, The Budget Ministry's 
predictions for 1972 had acknowledged that continued price increases 
in 1972 were to be expected and were acceptable -- to allow firms to 
rebuild cash reserves for investment and to cover wage and other cost 
increases -- if the general level of prices rose no more than about 

5 percent. 


Government analysts continue to be concerned about the construction 
sector where much of the employment effects of the current slowdown 

have been felt. Housing investment in 1972 could fall another 5 percent. 
Construction will also be particularly affected by whether the effort 

to increase spending on public works is successful. 


2. 1971 Results Disappointing 


The Government's annual economic report, released March 31, confirmed 
that 1971 was the poorest year for the Italian economy in the postwar 
period. Real Gross National Product increased by only 1.4 percent 
(4.9 percent in 1970), while the price rise, as measured by the GNP 
deflator, rose 6.6 percent. In current prices, GNP rose 8.1 percent 
to $108 billion or about $2,000 per capita. 


Total gross domestic investment declined 10.3 percent in terms of 
constant prices. The construction sector experienced particular 
difficulties after an abnormally strong performance in 1968-69. Other 
investment decisions were also taken cautiously with net inventory 
accumulation the weakest in many years. Despite efforts begun last 
year to accelerate public works spending, social investment declined 
7.5 percent. However, public corporations (such as IRI and ENT) 
increased their capital expenditures by 28.9 percent. 


Value added in manufacturing fell 0.4 percent while in industries 
related to construction the decline was 5.9 percent. Output of 
agriculture and related sectors, as measured by national accounts, 
increased 0.8 percent while services showed a significant rise of 
4.3 percent. 





Total employment declined by 0.3 percent although with withdrawals 
from the work force the average rate of unemployment in 1972 was 
unchanged from the previous year at 3.1 percent. In addition, a 
special fund ("Wage Integrating Fund") served to pay partial benefits 
to a considerable number of workers who were forced to work a short 
work week, or who were put on "zero hours" and maintained on the 
firm's employment rolls. 


3. Italian Trade and External Position Strong in 1971 


Notwithstanding the world-wide economic slowdown and the uncertain 
international monetary climate (at least for the latter part of the 
year), Italian exports during 1971 increased by 13.4 percent in terms 
of current prices, reaching a total of $16.1 billion. Imports, on the 
other hand, suffered during 1971 from the domestic economic stagnation 
rising by only 5.8 percent to $17.0 billion. 


The 1971 trade balance showed a deficit of $920 million, or about half 
that of 1970. Partly because of the decline of the trade deficit (due 
mainly to the low import growth rate) and partly because of an improve- 
ment in service receipts, the current account surplus jumped to 

$1,879 million, from $761 million in 1970. However, the outflow of 
funds through the capital account, primarily as a result of a policy 
decision to advance repayment of almost $800 million in foreign debt, 
caused the overall 1971 balance of payments surplus to drop to $843 
million. 


At the end of February 1972, Italy official reserve holdings, including 
medium and long-term assets, amounted to $6,772 million. 


During the first two months of this year, Italy's foreign trade flows 
showed clear indications of continued strength. During January/ 
February exports increased by 16.0 percent and imports by 9.4 percent 
over January/February 1971. 


4, Longer Term Outlook 


Once the present state of "stagflation" is overcome the Italian economy 
has good potential for resumption of high levels of activity. The 
draft second five-year plan suggests average real national income 
growth of 5.7 percent is possible for the 1972-75 period. Sector 
contributions to growth are estimated at agriculture 2%; industry 7.94; 
services 5.4%; government 4.6%. The structural pattern of the economy 
can be expected to undergo substantial change from that of the 1950's 
and 1960's as Italy increasingly adapts to an orientation stressing 
advanced technology and both public and private services. 








Tax reform, including introduction of a value-added tax and major 
changes in personal and corporate income taxes, is now scheduled to 
take effect from the beginning of 1973. A new low-cost housing 
reform program has been enacted and is beginning to be implemented. 
Efforts continue to modernize and raise income levels in the 
relatively depressed area of southern Italy (the Mezzogiorno). Newly- 
established regional governments have been allocated new responsi- 
bilities and employees by the national government. Agriculture has been 
progressively detached from the overall economic and social structure 
of Italy and faces various problems including often outmoded and 
inefficient techniques and lack of credit availabilities. It is 
generally recognized that something will have to be done in the area 
of providing health services, improving urban transportation, and 
protecting the environment. In addition, labor practices are in a 
process of change as firms and workers adjust to new types of plant- 
level labor/management relations. All of these prospective changes 


will be important for the Italian economy and for American businessmen 
concerned with Italy. 


See Page 9 for Section on 


IMPLICATIONS FOR THE UNITED STATES 





B. Implications for the United States 
1. Business Outlook Uncertain 


As indicated earlier, the business climate still reflects lagging 
industrial production, persistent problems in the construction industry 
and a slack in productive investments, Furthermore, political uncertain- 
ties in an election year are adding an element of concern, 


At this junction, therefore, the critical element needed for the 
resumption of expanded business activities -- and hence to improve pros- 
pects for U.S. exports and investment, is business confidence, There is 
no doubt that the road ahead is difficult. However, business circles are 
becoming cautiously optimistic. Depending on developments in labor con- 
tract negotiations this autumn, they believe that by the end of the year 
there should be a slow industrial upswing, coupled with a gradual improve- 
ment in industrial investment, productivity gains and industrial produc- 
tion, This in turn should improve future trading prospects with Italy. 


2. US, Trade Position with Italy Off 


The U.S. in 1971 for the first time in the post-war period, had a 
deficit in its merchandise trade with Italy. According to Italian trade 
statistics, the deficit amounted to $48.2 million. The value of imports 
from U.S. (7.9% drop from 1970) deteriorated at a time when overall 
Italian imports increased 5.7% over 1970. Concomitantly, the U.S. share 
of total Italian imports continued to decline from 11.4% in 1969 to 10.34 
in 1970 and 9.0% in 1971. This is somewhat tempered by the fact that 
other important suppliers, including the United Kingdom, Japan and Austra- 
lia, also registered modest declines in their 1971 share of the Italian 
market. However, Common Market countries and certain petroleum producers 
increased their share (see below). 


On the positive side, oil seeds and cake, feed and grains registered 
strong gains in the Italian market. U.S. agricultural exports to Italy, 
which amounted to about $250 million last year, should continue to increase 
since Italian agricultural production falls short of domestic requirements. 


The decline in total Italian imports from U.S. can be traced to 
sharp decreases in Italian purchases of iron and steel products, copper and 
copper alloys, and transportation equipment (mostly aircraft and parts). 
Italian imports of U.S. origin machinery and equipment, chemicals, (includ- 
ing cellulose) coal, paper pulp, paper, paperboard and manufactures, were 
also cut back, 


According to the Embassy's analysis of the U.S. trade position, as well 
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as interviews with business and trade groups, a variety of circumstances 
have influenced these declines, In the capital goods and technologically 
advanced machinery sectors, where the U.S. is particularly strong, the 
Italian demand has been weakened by generally depressed economic conditions, 
the crisis in the Italian construction industry, and by reduced investments. 
Lagging industrial production with factories operating below capacity and 
the resulting lower demand have affected shipments of basic commodities such 
as copper, coal, iron and steel from all sources, 


In addition to these cyclical developments, price factors continue 
to contribute to the loss of export business. Several Italian firms have 
complained that some American companies, anticipating currency realignment, 
raised prices, thus nullifying possible advantages, and lost business deals. 
The general monetary uncertainty may in some cases have influenced buying 
policies of Italian managers and the dock strike on the East Coast was 
another contributing factor. 


In the Italian market, the U.S. is meeting stiff competition from 
EEC countries, principally West Germany and France, Over the past years, 
Italy's Common Market partners have been improving their trade position 
steadily. Their share of total Italian imports went from 38.7% in 1969 to 
41.2% in 1970 and to 42.4% last year. In 1971, Italian imports from EEC 
countries increased by over $500 million, 


Common Market penetration of the Italian market is particularly 
evident in the important machinery and equipment sector, where Italian 
purchases from the U.S. declined moderately in 1971 ($416 million against 
$425 million in 1970). In contrast, Common Market countries expanded 
their shipments to Italy by 7.7%, the total amounting to $2.8 billion. It 
is evident that European firms are paying more attention to price and 
tariff advantages, to prompt servicing and that improved technology in 
Europe is cutting into the previously held U.S. advantage. 


However, it should be noted that a growing share of Common Market 
shipments to Italy is provided by subsidiaries of American companies lo- 
cated in these countries, In the automobile sector alone, for instance, 
American companies' products made in EEC account for 12.4% of all motor 
vehicles imported by Italy, including some 71,000 Ford cars made in 
Germany; 47.5 thousand General Motors "Opel" automobiles also made in 
Germany; and 58,000 Chrysler "Simca" cars made in France, Electronic 
products from American subsidiaries also sell well in Italy. Competition 
from U.S, subsidiaries, based in Common Market countries, affects the 
level of direct Italian imports from the U.S. 


3. ren eali hort-Te 


According to business and trade representatives interviewed by 
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Embassy and Consular officers, short term effects of the new dollar exchange 
rate on U.S. shipments to Italy are expected to be marginal because of the 
generally depressed economic conditions in Italy, and the fact that the re- 
valuation of the lira, compared with other European currencies, was relative- 
ly modest, Moreover, these sources do not think that realignment will pro- 
duce significant short run changes in the pattern Spr tte purchases from 
the U.S., except in specific commodity lines where/sensitivity is high, e.g. 
electronic components -- an item for which market interest has increased 
since realignment took place. In this connection, there have been cautious 
predictions that the realignment could provide selling opportunities for 
such U.S, products as pumps, valves, compressors, pollution control equip- 
ment, optical equipment and some plastic and chemical materials. 


If dollar prices remain steady and if Italian industry resumes 
growth, the U.S, trading position in Italy should improve, 


4. Products in Demand 


Recent studies of the Italian market have revealed sales opportuni- 
ties for a variety of American products, Some fields in which prospects 
appear best include plestics, chemicals and petrochemical equipment, (pro- 
cess controls instrumentation), pumps and compressors, anti-pollution equip- 
ment; medical equipment; advanced electronics and electronic components; 
optics and optical instruments; and specialized building materials. 


Prospects continue to be good for sales of mini computers and data 
communication equipment, especially data transmission modems and multi- 


plexers, computer output microfilm systems, infrared transceivers and 
graphic computer terminals. 


In metallurgical engineering equipment, items sought include pres- 
sure and temperature controllers, electronic measuring systems, x-ray and 
nucleonic gauges for measuring density. 


Trade sources report good demand for new productivity machines, 


particularly stapling and wire stitching machines and advanced mechanical 
fasteners. 


In a new field which is developing, opportunities are opening up 
for sales of American high vacuum and cryotogenic equipment, 


A restimulation of the Italian economy based on large productive 
investments should result in a slow and gradual business recovery which 
will mean an increased demand for capital goods, sophisticated machinery 
and instrumentation which will be the subject of intense competition be- 
tween European and American suppliers. 
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